REVISED 2005

YEAR ENDING —

ANNUAL REPORT
OF

Southtery Menrana TEEPhong Qs

TELEPHONE UTILITY

TO THE
PUBLIC SERVICE COMMISSION
STATE OF MONTANA
1701 PROSPECT AVENUE
P.0. BOX 202601
HELENA, MT 59620-2601




Company Name: 5S¢

General Iinformation

SCHEDULE 1

Year: 2008

[3%)

E

Legal Name of Kespondent:
Name Under Whach Respondent Does Business:
Diate of Incorporation:

Adddress to send Correspondence Concerning Report:

Person Respousible for This Report:

Telephone Number:

Scathern Moniana Telephone Company
Scuthern Montana Telephone Company
1944

PG Box 205
Wisdom MT 59761-

Rick Knight, Office Manager

406-659-3333

Control Over Respondent

1 If direct control over the respondent was held by another entity at the end of year provide the following:

la. Name and address of the contrelling organization or person:

ib. Means by which control was held-

lc. Percent Ownership:

Board of Directors
Line Name of Dl.rector Fees Paid During Year
No. and Address (City, State}
(@) ®)

1 Robert . Helming Wisdom, MT 9000
v Tara B. Helming Wizsdom, MT 9000
3
4
5
6
7
8
0
10
11
12
13
14
15
16
17
18 | Chairman of the Board: Robert G. Helming
192
20
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Company Name: Somtherns Montana Telephone Company SCHEDULE 2

Officers Year: 2008
Title Department Over Which Name and Address of Person
of Officer Jurisdiction is Exercised Holding Office at Year End
{2} (b (©)
President All Departments Robert 7. Helming
Wisdom MT 59761

Line

3

Secretary/Treasurer All Departments Tara B. Helming
Wisdom, MT 59781
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Company Wame: Southern Montanz Telephone Company

SCHEDULE 3

Page 1 of 2
Total Company Balance Sheet Year: 2008

1i Acct. This Last

me L
No. No. Description Year Year

(a) (b) () (d)

1 CURRENT ASSETS:

2 1120 | Cash and Equivalents See Attached AUDITED Financials

3 1180} Telecommmumications Accounts Receivabie - Net

4 1190 | Other Accounts Receivable - Net

5 1200 § Notes Recetvable - Net

6 1210 | Interest and Dividends Recetvable

7 1220 | Materials and Supplies

8 | *1 1280 | Prepayments

9 | ~ 1290 | Prepaid Rents

10 | ~{ 1300 | Prepaid Taxes

11 | 7 1310 | Prepaid Insurance

12 § A 1320 | Prepaid Directory Expenses

13 1~ 1330 Other Prepayments

14 1350 | Other Current Assets

15 Total Curremt Assets

16 NONCURRENT ASSETS:

17 1401 | Investments in Affiliated Companies

18 1402 | Investments in Nonaffiliated Companies

19 1406 | Nonrogulated Investments

20 1407 | Unamortized Debt Issuance Expense

21 1408 | Sinking Funds

22 1410 | Other Noncarrent Assets

23 1438 | Deferred Maintenance and Retirements

24 1439 | Deferred Charges

23 1500 | Other Junisdictional Assets - Net

26 Total Noncurrent Assets

27 PROPERTY, PLANT, & EQUIPMENT:

28 2001 | Telecommunications Plant in Service

29 2002 | Property Held for Future Telecommunications Use

30 2003 | Plant Under Construction - Short Term

31 2004 | Plant Under Construction - Long Term

32 2005 | Telecommunications Plant Adjustment

33 2006 | Nonoperating Plant

34 2007 1 Goodwill

33 3100 | Accumulated Depreciation

36 3200 | Accumulated Deprectation - Held for Future Use

37 3300 | Accumulated Depreciation - Nonoperating

38 3400 | Accumulated Amortizaiion

39 Net Property, Plant, & Equipment

40 TOTAL ASSETS

~ Subaccount of account marked with a *.
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SOUTHERN MONTANA TELEPHONE COMPANY

Balance Sheets
December 31, 2008 and 2007

ASSETS 2008 2007
Current Assets:
Cash and cash equivalenis $ 1,808,514 $ 1,889,500
Marketable securities - 4G,OOO
Accounts receivable, less allowance for doubtful
accounts of $16,057 (320,266 in 2007) 283,129 383,755
Materiais and supplies 63,625 63,538
Prepaid expenses 28,048 4,900
Total Current Assets 2,181,316 2,361,683
Other investments 352,501 251,067

Property, Plant, and Equipment:

in-service 12,475,685 11,180,524
Under construction 2,013,685 367,386
14,489,350 11,547,890

Less accumulated depreciation 5,642,614 5,871,996
Property, Plant, and Equipment, net 7,846,738 5,575,894

$ 10,380,553 $ 8,288,654

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Current portion of iong-term debt 3 282,221 § 304,936
Accounts payable £8,662 128,538
Advance billing and customer deposits 16,078 27,663
Accrued expenses 388,253 192,833
Total Current Liabilities 755,212 654,971

L ong-Term Debi 5,945,186 3,738,976

Stockholders' Equity:
Common stock, $10 par valug, 2,703 shares authorized and

610 shares issued and outstanding 8,100 6,100
Paid-in capital 3,280 3,290
Retained earnings 3,670,765 3,885,317

Totai Stockholiders’ Equity 3,680,155 3,804,707

$ 10,380,853 § 5,288,654

See accompanying notes to consolidated financial statements.



Company MName: Southern Montava Telephone Company

SCHEDULE 3

Page2of 2
Total Company Balance Sheet Year: 2008
Line Acct. _ Ths Last
No No. Description Year Year
' (a} (b) (c}) (d)
41 CURRENT LIABILITIES:
42 4010 ] Accounts Payable
43 4020 ¢ Notes Payabie
44 4030 | Advance Billing and Payments
45 4040 | Customer Deposiis
46 4050 | Current Maturities - Long Term Debt
47 4060 | Current Maturities - Capital Leases
43 4070 | Income Taxes - Accrued
49 4080 | Other Taxes - Accrued
50 4100 { Net Current Deferred Operating Income Taxes
31 4110 | Net Current Deferred Nonoperating Income Taxes
52 4120 | Other Accrued Liabilities
53 4130 | Other Current Liabnlities
54 Teotal Carrent Liabilities
55 LONG-TERM DEBT:
36 4210 | Funded Debt
57 4220 | Premium on Long-Term Debt
38 4230 | Discount on Long-Term Debt
59 4240 | Reacquired Debt
60 4250 | Obligations Under Capital leases
61 4260 { Advances From Affiliated Companies
62 4270 | Other Long-Term Delt
63 Total Long-Term Bebt
64 OTHER LIABILITIES AND DEFERRED CREDITS:
635 4310 | Other Long-Term Liabilities
66 4320 | Unamort. Oper. Invest. Tax Credits - Net
67 4330 | Unamort. Nonoper. Invest. Tax Credits - Net
68 4340 | Net Noncurrent Deferred Oper. Income Taxes
69 4330 | Net Noncurrent Deferred Nonoper. Income Taxes
70 4360 | Other Deferred Credits
71 4370 | Other Junsdictional Liab. and Def. Credits
72 Total Other Liabilities and Deferred Credits
73 STOCKHOLDERS' EQUITY:
74 4510 | Capital Stock
73 4520 | Additional Paid-In Capital
76 4330 | Treasury Stock
77 4540 | Other Capital
78 4550 | Retamed Eamings
79 Total Stockholders’ Equity
80 TOTAL LIAB. AND STOCKHQOLDERS' EQUITY
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SOUTHERN MONTANA TEL EPHONE COMPANY

Balance Sheets
December 31, 2008 and 2007

ASSETS 2008 2007
Current Asseats!
Cash and cash equivalents $ 1,806,514 $ 1,889,500
Miarketable securities - 40,000
Accounts receivable, less allowance for doubtiul
accounts of $18,057 ($20,266 in 2007) 283,129 363,755
Materiais and supplies 63,625 63,538
Prepaid expenses 28,048 4,900
Total Current Assets 2,181,316 2,361,693
Other investmenis 352,501 351,067

Property, Plant, and Equipment:

in-service 12,475,685 11,180,524
Under construction 2,013,665 367,366
14,489,350 11,547,890

! ess accumulated depreciation 8,642,614 5,971,996
Property, Plant, and Equipment, net 7,846,736 5,575,894

$ 10,380,553 % 8,268,654

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Current portion of iong-ierm debt $ 282221 % 304,938
Accounts payable 68,662 129,539
Advance billing and customer deposits 16,076 27,663
Accrued expenses 388,253 182,833
Total Cuirent Liabiiities 755,212 654,971
Long-Term Debt 5,845,186 3,738,976

Stockholders' Equity:
Common stock, $10 par value, 2,703 shares authorized and

610 shares issued and outstanding 6,100 6,100
Paid-in capital 3,290 3,280
Retained earnings 3,670,765 3,885,317

Total Stockholders' Equity 3,680,153 3,894,707

$ 10,380,553 $ 8,288,854

See accompanying notes to consolidated financial statements.



Company Mame: Southern Montana Telephone Company

Total Company Income Statement

SCHEDULX 4

Year: 2008

Line Acct. Thig Last
No No. Description Year Year
' {a) (&) (c) (d)

1 REVENUES:

2 5000 { Basic Local Service Revenues

3 5080 | Network Access Revenues

4 *1 5100 | Long Distance Message Revenue

5 | ~1 5110 | Unidirectional Long Distance Revenuoe See Attached AUDITED Financials

5 | ~1 5120 | Long Distance Private Network Revenue

7 | ~] 5160 Other Long Distance Revenue

8 [ ~] 5169 Other Long Distance Revenue Settlements

9 *#1 5200 | Miscellaneous Revenue

10} ~§ 5230 | Directory Revenue

11 | ~1 3240 Rent Revenue

12§ ~j 5250 Corporate Operations Revenue

13 1 ~| 5260 Miscellancous Revenue

14 1 ~| 3270 Carrier Billing and Collection Revenue

15 { ~1 5280 Nonregulated Revenue

16 5300 |} Uncollectible Revenue

17 Total Revenues (L.2+1.3+1L.4+1.9-1.16)

18 OPERATING EXPENSES:

19 6110 | Network Support Expense

20 6120 | General Support Expense

21 6210 | Central Office Switching Expense

22 6220 | Operator Systems Expense

23 6230 | Central Office Transmission Expense

24 6310 | Information Origmmation/Termination Expense

25 6410 | Cable and Wire Facilities Expense

26 6431 Aerial Wire Expense

27 6441 Conduit Systems Expense

28 6510 | Other Property, Plant & Equipment Expense

29 6530 | Network Operations Expense

30 6540 | Access Expense

31 6560 | Depreciation and Amortization Expense

32 6610 | Marketing

33 6620 | Services

34 6710 | Executive and Planning

35 6720 | General and Administrative

36 6790 | Prowision for Uncollectible Notes Receivable

37 Total Operating Expenses (Sum 1.19 to 1.36-1..26-L.27)

3 7100 | Other Operating Income and Expense

39 7200 | Opersting Taxes

40 Net Operating Income (L.17-L.37+1.38-1.39)

41 7300 | Nonoperating Income and Expense

42 7400 | Nonoperating Taxes

43 7500 { Interest and Related Items

44 7600 | Extraordinary Items

45 7910 { Effects of Juris. Ratemaking Diff. - Net

46 7990 |1 Nenregulated Net Income

47 NET INCOME (L.40+1L.41-1L.42-1.43-L.44+1..45-L.46)

 Subaccount of the account marked with a *.
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SOUTHERN MONTANA TELEPHONE COMPANY

Statemenis of income .
Years Ended December 31, 2008 and 2007

Operating Revenues:
Local network
Interstate access
Infrastate access
Miscellaneous

Total Operating Revenues

Operating Expenses:
Piant specific operations
Piant nonspecific operations
Customer
Corporate
Depreciation and amortization
Other operating taxes
Nonreguiated, net

Total Operating Expenses
QOperating income
Other Income (Expense):

Other Income (Expense}
Allowance for funds used during construction

Total Other Income (Expense)
Income Available for Fixed Charges
Fixed Charges - interest on Long-Term Debt

Net Income (Loss)

See accompanying notes to consolidated financial statements.

$

2008 2007
178,843 $ 186,274
1,919,946 1,736,981
470,949 405,697
5,366 3,772
2,575,104 2,332,724
407,169 483,618
180,703 298,760
67,635 53,034
874,999 586,597
675,903 597,798
63,359 46,986
135,554 71,649
2,405,322 2,139,442
169,782 193,282
(93,827) 97,410
39,674 15,248
(54,153) 112,658
115,629 305,940
189,695 91,589
(74,066) $ 214,351




Company Name:

Southern Montana Telephone Company

Montana Total State Income Statement

SCHEDULES

Year: 2008

Line Acct. This Last
No No. Description Year Year
‘ {a) {b) (c) (&

1 REVENUES:

2 5000 | Basic Local Service Revenues

3 5080 | Network Access Revenues

4 } *| 5100 | Long Distance Message Revenue

5 1~ 5110 | Unidirectional Long Distance Revenue Mot Apphicable

6 | | 5120 | Long Distance Private Network Revenue

7 { | 3160 | Other Long Distance Revenue

8 | ~| 5169 | Other Long Distance Revenue Settlements

9 | *| 5200 | Miscellancous Revenne

10 { ~| 5230 | Directory Revenue

it | ~] 5240 { Rent Revenue

121~ 3230 Corporate Operations Revenue

13 | ) 5260 1 Miscellancous Revenue

i4 | ~] 3270 Carrier Billing and Collectionn Revenue

15 | ~) 5280 | Nonregulated Revenue

16 5300 { Uncollectible Revenue

17 Total Revenues (L.2+L3+L.4+L.9-1.16)

18 OPERATING EXPENSES:

19 6110 | Network Support Expense

20 6120 | General Support Expense

21 6210 | Central Office Switching Expense

22 6220 | Operator Systems FExpense

23 6230 | Central Office Transmission Expense

24 6310 | Information Ongination/Termination Expense

25 | *| 6410 | Cable and Wire Facilities Expense

26 | M 06431 Aerial Wire Expense

27 6441 Conduit Systems Expense

28 6510 | Other Property, Plant & Equipment Expense

29 6530 | Network Operations Expense

30 6540 | Access Expense

31 6360 | Depreciation and Amortization Fxpense

32 6610 | Marketing

33 6620 | Services

34 6710 | Executive and Planning

35 6720 | General and Administrative

36 6790 { Prowvision for Uncollectible Notes Recelvable

37 Total Operating Expenses (Sum L.19 to L.36-1..26-1.27)

38 7100 | Other Operaiimg Income and Expense

39 7200 | Operating Taxes

40 Net Operating Income  (L.17-1.37+1..38-1.3%)

~ Subaccount of the account marked with a *.
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Company Name:

Southern Montana Telephone Company

Montana Intrastate Income Statement

SCHEDULE 6

Year: 20608

Line Acct. Thg Last
No Ne. Description Year Year
' (2) (b (c) (d)

i REVENUES:

2 5000 | Basic Local Service Revenues

3 5080 | Network Access Revenues

4 { *{ 53100 } Long Distance Message Revenue

5 {1 5110 |  Unidirectional Long Distance Revenue Not Applicable

6 | ™t 3120 Long Dhstance Private Network Revenue

7 1~ 5160 | Other Long Distance Revenue

8 | | 5169 Other Long Distance Revenue Settlements

9 | *| 5200 | Miscellancous Revenue

10 | ~| 5230 | Dhrectory Revenue

11 | ~| 53240 Rent Revenue

12 | ~| 3250 | Corporate Operations Revenue

13 | ~| 5260 | Miscellancous Revenue

14 | ~] 3270 Carnter Billing and Collection Revenue

15 | ~| 5280 | Nonregulated Revenue

16 5300 { Uncollectible Revenue

17 Total Revenues (L.2+L.3+L4+L9-L.16)

i8 OPERATING EXPENSES:

19 6110 | Network Support Expense

20 6120 | General Support Expense

21 6210 | Central Office Switching Expense

22 6220 | Operator Systems Expense

23 6230 | Central Office Transmission Expense

24 6310 | Information Ongination/Termination Expense

25 6410 | Cable and Wire Facilities Expense

26 6431 | Aerial Wire Expense

27 | M| 6441 Conduit Systems Expense

28 6310 | Other Property, Plant & Equipment Expense

29 6330 | Network Qperations Expense

30 6340 | Access Expense

31 6560 | Depreciation and Amortization Expense

32 6610 | Marketing

33 6620 | Services

34 6710 | Executive and Planning

35 6720 | General and Administrative

36 6790 | Provigion for Uncollectible Notes Receivable

37 Total Operating Expenses (Sum 1..19 to 1.36-1.26-L.27)

38 7100 | Other Operating Income and Expense

39 7200 | Operating Taxes

40 Net Operating Income  (1..17-L.37+L.38-L.39)

~ Subaccount of the account marked with a *.
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Company Name: Southern Montana Telepkone Company

SCHEDULE 7

Montana Intrastate Regulated Income Statement Year: 20608
Line Acct. This Last
No No. Description Year Year
' (a) (b) (c) (d)
1 REVENUES:
2 5000 | Basic Local Service Revenues
3 3080 | Network Access Revenues
4 + *1 5100 { Long Distance Message Revenue Not Apphicabie
5 | ) 5110 | Unidirectional Long Distance Revenue
6 | ~{ 5120 { Long Distance Private Network Revenue
7 1 ™ 5160 Other Long Distance Revenue
g8 | ~ 5169 | Other Long Distance Revenue Settlements
9 | ¥ 5200 | Miscellaneous Revenue
10 | ~{ 5230 | Directory Revenue
11 | ~{ 5240 | Rent Revenue
12 | ~ 5250 Corporate Operations Revenue
13 | ~| 5260 | Miscellancous Revenue
14 | ~| 5270 | Carrier Billing and Collection Revenue
15 3~} 5280 Nonregulated Revenus
16 5300 | Uncollectible Revenue
17 Total Revenues (L.241.34+1.4+L.9-1.16) #VALUE!
18 OPERATING EXPENSES:
i9 6110 | Network Support Expense
20 6120 | General Support Expense
21 6210 | Central Office Switching Fxpense
22 6220 | Operator Systems Expense
23 6230 | Central Office Transmmission Expense
24 6310 | Information Origination/Termination Expense
23 | *| 6410 | Cable and Wire Facilities Expense
26 | ~| 6431 Aerial Wire Expense
27 | 1 6441 Conduit Systems Expense
28 6510 | Other Property, Plant & Equipment Exponse
29 6530 | Network Operations Expense
3 6540 | Access Expense
31 6560 | Depreciation and Amortization Expense
32 6610 | Marketing
33 6620 | Services
34 6710 | Executive and Plannimg
33 6720 | General and Administrative
36 6790 | Provision for Uncollectible Notes Receivable
37 Total Operating Expenses (Sum L.19 to L.36-1.26-1.27)
38 7100 | Other Operating Income and Expense
39 7200 | Operating Taxes
490 Net Operating lncome  (L.17-L.37+L.38-1.39) #VALUE!

~ Subaccount of the account marked with a *.
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Company Name: Southern Montana Telephone Company

SCHEDULE 8

Average Rate Base - Total State Year: 2008
. Acct. This Last
];;26 No. Description Year Year
) b (e (@
1 2001 [Telecommunications Plant in Service
2 3100 |Accumulated Depreciation
3 2002 |Property Held for Future Telecommumications Use
4 | 3200 {Accumulated Depreciation - 2002
5 | 1220 {Materials and Supplies
6 4340 |Noncurrent Deferred Operating Income Taxes
7 Pre-1971 Unamortized Investment Tax Credits
8 Cash Working Capital (if allowed by Commission)
9 Total Average Rate Base (L.1-L.2+1.3-L.4+1.5-L.6-1L.7+1L.8)
Average Rate Base - Intrastate
. Accet, This Last
II;IH: No. Description Year Year
@ (b) (¢} (d)
1 2001 |Telecommumications Plant in Service
2 1 3100 |Accumuiated Depreciation
3 2002 |Property Held for Future Telecommumications Use
4 | 3200 [Accumulated Depreciation - 2002
5 1220 jMaterials and Supplies
6 | 4340 |Noncurrent Deferred Operating income Taxes
7 Pre-1971 Unamortized Investment Tax Credits
8 Cash Working Capital (if allowed by Commission)
9 Total Average Rate Base (L.1-L.2+L.3-L.4+1.5-L.6-L.7+1.8)
Average Rate Base - Regulated Intrastate
Li Acct. ' This Last
me C .
No. No. Description Year Year
(8) (b) () (d)
1 2001 |Telecommunications Plant in Service 14489350
2 3100 |Accumulated Depreciation 6642614
3 2002 |Property Held for Future Telecommumications Use
4 | 3200 {Accumulated Depreciation - 2002
3 1220 |Materials and Supplies 63625
6 4340 |Noncurrent Deferred Operating Income Taxes
7 Pre-1971 Unamortized Investment Tax Credits
g Cash Working Capital (f allowed by Commission)
9 Total Average Rate Base (L.1-L.2+L.3-L4+L.5-L.6-L.7+L.8} 7910361
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Company Mame: Southern Montana Telephone Company

SCHEDWULE 9

Statement of Cash Flows Year: 2008

Line Item Description Amount Amount
No. (a) (b {©)

1 Increase/{decrease) in Cash & Cash Equivalents

2 {Cash Flows from Operating Activities:

3 | Net Income

4 Reconciliation Adjustments:

5 Depreciation & Amortization

6 Provision for Accounts Receivable Losses

7 Deferred Income Taxes - Net

8 Unamortized Investment Tax Credits (ITCs) - Net

9 Allowance for Funds Used Durning Construction (AFUDC) See ATTACHED STATEMENT

10 Change in Operating Receivables - Net OF CASH FLOWS

11 Change o Materials, Supplies & Inventories - Net

12 Change in Operating Pavables & Accrued Liabilities - Net

13 Change m Other Assets & Deferred Credits - Net

14 Change in Other Liabilities & Deferred Credits - Net

13 Other (explained on back of this page)

16 Total Adjustments

17 | Net Cash Provided by/(Used in)} Operating Activities

18 |Cash Inflows/Outflows From Investing Activities:

19 | Construction/Acquisition of Property, Plant & Equipment (net of

20 | ATUDC & Capital Lease Related Acquisitions)

21 | Proceeds from Disposals of Property, Plant & Equipment

22 | Investments In & Advances to Affiliates

23 | Proceeds from Repayment of Advances

24 | Gther Investing Activities (explained on back of this page)

25 | Net Cash Provided by/(Used in) Investing Activities

26 [Cash Flows from Financing A ctivities:

27 | Net Incr./(Decr.) i Short-Term Debt, Origimal maturity <=3 mo.

28 | Advances from Affiliates

29 | Repayment of Advances from Affiliates

30 | Prooeeds from Issuances of Long-Term Debt

31 | Repayment of Long-Term Debt

32 | Payment of Capital Lease Obligations

33 | Proceeds from Issuing Common Stock/Parent Co. Equaty Investment

34 | Repurchase of Treasury Shares

35 | Drvidends Paad

36 | Other Financing Activities (explained on back of this page)

37 | Net Cash Provided by Financing Activities

38 | Effect of Exchange Rate Changes on Cash

39 | Net Increase/(Decrease) in Cash & Cash Equivalents

40 | Cash & Cash Equivalents at Beginning of Period

41 |1 Cash & Cash Equivalenis at Ead of Period
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SOUTHERN MONTANA TELEPHONE COMPANY

Statements of Cash Flows
Years Ended December 31, 2008 and 2007

Cash Flows from Operating Activities:
Net income (loss)
Adjustments to reconcile net income (loss) o net cash
provided by operating activities:
Depreciation and amortization
Patronage capital credits, noncash
Realized (gain) loss on sale of marketable securities
Changes in assets and liabilities:
Accounts receivable
Materials and supplies
Prepaid expenses
Accounts payable
Advance hilling and customer deposits
Accrued expenses

Net Cash Provided by Operating Activities

Cash Fiows from investing Activities:
Capital expenditures
Purchase of other investments
Proceeds from sale of marketable securities and investments

Net Cash Used by Investing Activities

Cash Fiows from Financing Activities:
Proceeds from long-term debt
Payments on long-term debt
Equity distributions

Net Cash Provided by Financing Activifies

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning
Cash and Cash Equivalents, ending

Cash Paid During the Year for Interest, net of amount capitalized

See accompanying notes to consolfidated financial statements.

2008 2007
(74,056) 214,351
675,903 597,798

- (16,668)

- (15,495)
80,626 28,254
(&7 7.111)
(23,148) 1,762
(60,877) (150,558)
(11,587) (9,495)

195,420 (5,299)

782,184 637,571
(2,946,745) (2,733,712)
- (1,191,482)

38,566 1,441,497
(2,908,179) (2,483,697)
2,413,061 3,380,129
(229,566) (1.118,880)
(140,486) (139,540)
2,043,009 2,121,709
(82,986) 275,583
1,889,500 1,613,917
1.808,514 $ 1,889,500
150,021 76,341
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SOUTHERN MONTANA TELEPHONE COMPANY
Statements of Changes in Stockholders' Equity

Years Ended December 31, 2008 and 2007

Accumulated

Capital Slock Other
Shares Paid-in Retained Comprehensive
Issued Amount Capital Eamnings Income Total
Balance, December 31, 2006 610 $ 6100 $ 3,280 § 3,810508 § (10,605) % 3,808,291
Change in unrealized loss on
available for sale securifies - - - - 26,100 26,100
Reclassification adjustment - - - - (15,495} (15,495)
Distributions - - - (139,540) - (132,540)
Net income - - - 214,351 - 214,351
Balance, December 31, 2007 810 6,100 3,290 3,885,317 - 3,894,707
Distributions - - - (140,486 - (140,488)
Net loss - - - (74,066) - (74,066)
Balance, December 31, 2008 610 $ 6100 $ 3290 3,670,765 % - $ 3,680,155

See accompanying notes to consolidated financial statements.
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Company Name: Southern Mentana Telepbone Company

Scheduie 12

Pensicn Costs Year: 2008
1|Ptan Name National Telephone Cooperative Retirement & Security
2|Defined Benefit Plan? YES Defined Contribution Plan?
3{Actuarial Cost Method? IRS Code:
41Annual Contribution by Employer: 104,221 Is the Plan Cver Funded?
5
Iltem Cuarrent Year Last Year % Change

13

15

Change in Benefit Obligation
Benefit obligation at beginning of year
Service cost

Interest Cost

Plan patticipants’ contributions
Amendments

Actuarial Gain

Acquisition

Benefits paid

Benefit obligation al end of year

16
17
18
19
20
21
22
23

Change in Plan Assets

Fair value of plan assets at beginning of year
Actual return on plan assets

Acquisition

Employer contribution

Plan participants" contributions

Benefits paid

Fair value of plan assets at end of year

24
25
26
27

Funded Status

Unrecognized net actuarial loss
Unrecognized prior service cost
Prepaid (accrued} benefit cost

28
29
30
31
32

Weighted-average Assumpticns as of Year End
Discount rate

Expected return on plan assets

Rate of compensation increase

33
234
35
36
37
38
39
40

Cemponents of Net Periodic Benefit Costs
Service cost

Interest cost

Expected return on pian assets

Amortization of prior service cost

Recognized net actuarial loss

Net periodic benefit cost

a1
42
43
44
45

Montana intrastate Costs:
Pension Costs
Pension Costs Capitalized
Accumulated Pension Asset (Liability) at Year End

48
47
48
49
50
51

Number of Company Empioyees:
Covered by the Plan
Not Covered by the Plan
Active
Retired
Deferred Vested Terminated

Page 22




Company Name: Sembhern Monians Telsphone Compmy

Other Post Employment Benefits (OPEBS)

SCHEDULE 20
Page lof 2

Year: 2008

ltem

Current Year Last Year | % Change

Regulatory Treatment:
Commission authorized - most recent
Docket number:
Order number:
Amount recovered through rates

Y
W o~ OO b N —

s
mah

Weighted-average Assumptions as of Year End
Discount rate

Expected return on plan assets

Medical Cost Inflation Rate

Actuarial Cost Method

Rate of compensation increase

N/A N/A

GOy
BN

List each method used to fund CPEBs {ie: VEBA, 401(h)) and if {ax advaniaged:

-
Oy Lh

Describe any Changes to the Benefit Plan:

—
-~

TOTAL COMPANY

-
(=]

18
20
21
22
23
24
25
26
27

Change in Benefit Obligation
Benefit obligaticn at beginning of year
Service cost

Interast Cost

Plan participants’ contributions
Amendments

Actuarial Gain

Acquisition

Benefits paid

Benefii obligation at end of year

28
29
30
31
32
33
34
35

Change in Plan Assets

Fair value of plan assets at beginning of year
Actual return on plan assets

Acquisition

Empioyer contribution

Plan participants' contributions

Benefits paid

Fair value of plan assetls at end of year

36
37
38
39

Funded Status

Unrecognized net actuariai loss
Unracognized prior service cost
Prepaid (accrued) benefit cost

40
41
42
43
44
45

Components of Net Periodic Benefit Costs
Service cost

Interest cost

Expected return on pian assets

Amortization of prior service cost

Recognized net actuarial loss

Net periodic benefit cost

#VALUE! #VALUE!

FVALUE! #VALUE!

47
48
49
50
51
52
53
54
55

Accumuiated Post Retirement Benefit Obligation
Amount Funded through VEBA
Amount Funded through 401(h)
Amount Funded through Other

TOTAL
Amount that was tax deductible - VEBA
Amount that was tax deductible - 401¢h)
Amount that was tax deductible - Other
TOTAL

Page 23



Company Name: Somthern Montana Telephone Company

Other Post Employment Benefits (OPEBS) Continued

SCHEDULE 20
Page 2 of 2

Year: 2008

item

Current Year

Last Year

% Change

Number of Company Employees:
Covered by the Plan
Not Covered by the Plan
Active
Retired
Spouses/Dependants covered by the Plan

Montana

O |~ i B W N

10
11
12
13
14
15
16
17

Change in Benefit Obligation
Benefit obligation at beginning of year
Service cost

interest Cost

Plan participanis’ contributicns
Amendments

Actuarial Gain

Acquisition

Benefits paid

Benefit obligation at end of year

13
19
20
21
22
23
24
25

Change in Plan Assets

Fair value of plan assets at beginning of year
Actual returmn on plan assets

Acquisition

Employer contribution

Plan participants' contributions

Benefits paid

Fair value of plan assets at end of year

26
27
28
28

Funded Status

Unrecognized net actuarial loss
Unrecognized prior service cost
Prepaid {accrued) benefit cost

30
31
32
33
34
35
36

Components of Net Periodic Benefit Cccosts
Service cost

Interest cost

Expected return on plan assets

Amoriization of prior service cost

Recognized net actuarial loss

Net periodic benefit cost

#VALUE!

#VALUE!

#FVALUE!

HFVALUE!

37
38
39
40
41
42
43
44
45

Accumuliated Post Retirement Benefit Obligation

Amount Funded through VEBA

Amount Funded through 401(h)

Amount Funded through other
TOTAL

Amount that was tax deductible - VEBA

Amount that was tax deductible - 401(h)

Amount that was tax deductible - Other
TOTAL

48
47
48
49

Montana Intrastate Costs:
Pension Cosls
Pension Costs Capitalized
Accumulated Pension Asset (Liability) at Year End

50
51
o2
53
54
55

Number of Montana Employees:
Covered by the Plan
Not Covered by the Plan
Active
Retired
Spouses/Dependants covered by the Plan

Page 24




Company Name: Socuthers Montana Telophone Company

Payments for Services to Persons Other Than Employees

SCHEDULE 21
Page 1 of

Year: 2008

Line

2,
=]

Name of
Recipient

(a)

Nature of
Service

®

Total
Company
Cost
©

Total

State

Cost
(d)

Intrastate
Cost

()

GO =1 On Ln = W DY

S T O N U Y S W % S PO R PU B PC R DR ST S LS FUS LS T N6 S S 0 T ST G T XS G S N T S B B el i T e
T DOV I Gl s O D00 AR R - OO0 AL BN SO a0 Wk = O P

Nat Applicable

IS
O

Total
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Company Name: Southers Mondana Telephone Company

Subscriber Line Usage Data

Line This % of Last
N Description Year Total Year
o @ ®) © &)
1 1 Toll Usage:
2 | Interstate, InterLATA 482240 14.75%
3 | Interstate, IntralATA
4 | Total interstate Usage 482240] 14.79%
5 | Intrastate, InterLATA
8 | Intrastate, IntralLATA 2779443 85.21%
7 | Total Intrastate Usage 2779443 85.21%
8 | Total Toll Usage 3261683| 100.00%
9 | Centrex
10| Local
11| Total Minuies 3261683} 100.00%
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Company Wame: Southern Monfasua Telephone Company

Central Office and Switch Information

SCHEDULE 24
Page 1 of

Year: 2008

Line

Wire Center

()

Office
Configuration
{Host, Remote,

Stand alone)

(b

Type of
Switch
(©

Swatch
Vendor/
Manufacturer

(@

Switch
Model No.
(€)

Switch
Line
Capacity

Year
Deployed

i3] (g)
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NOTE: Additional blank schedules are being provided for your convenience.
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Company Name: Southern Moniana Telephene Company SCHEDULK 25

Construction Budget - Montana Year:

Line .
Bescription

{a) {b)

Z
°

Central Office Assets:

N SR o R L

1 27 1 Total Switching and Central Office Projects over $500,000
28 | Miscellaneous Central Office Projects not over $500,000

29 | Teotal Central Office Budget (Total of Line 27 & Line 28)
30 | Other Projects over $500,000:

[Se

Outside Flant Consiruction & Engineering 7
Transport Bngineering/ Subscriber Electronics 350000

[V

LS S T VP T VS T FF R B P B O BV B ¥ |
S NS 0 ~1 Oy Lh

=
=

Total Other Projects over $500,000 1106000
Miscellaneous projects not over $500,000 106000
Total Construction Budget (Total of Lines 29, 41 & 42) 1200000

=N
2

L
¥
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Montana Total State Construction Expenditures

FCC
Part 32 Percent
Line| Account No. Description This Year | Last Year | Change
No. @ (b) (©) (d) (e}
1 2110 General Support Assets 44399
2 2210 Central Office Assets 72139
3 2220 Operator Systems 0
4 2230 Central Office Transmission 272147
5 2310 Information/Termination Assets 0
6 2410 Cable and Wire Facilities Assets 9226067
7 2680 Amortizable Tangible Assets 6
8 2690 Intangibles 0
9 Total Constraction Expenditures 1314752




Company Mame: Southern Moptana Telephone Company

Montana Employee Counts

SCHEDULE 26

Year: 2008

Line

Z,
]

Category
(a)

Beginning End
of Year of Year

4] {©)
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Executive
Office

Cutside Plant-COE

[ I o)
[N U]

fwd

oy
Ll

Totals

(Sum of Lines ] throungh 42)
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Company MName: Southern Montsna Telephone Company

Compensation of Top 10 Montana Based Employees

SCHEDULE 27

Year: 2008

10

Filed under Separate Cover

This information is propreitary and is filed under

Protective Order

Total % Increase
{ Line Base Cther Total Compensation Total
No Name/Title Salary Bonuses | Compensation | Compensationt Last Year | Compensation
i (a) ) (e (@) O 3] &)
1
2

11

Total (Sumn L.1 to 1.10)
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Company Name: Southern Msontana Telepbone Company

SCHEDULE 28

Year: 2008
Compensation of Top 5 Corporate Employees - SEC Information
Total % Increase
Line Base Other Total Compensation Total
No Name/Title Salary Bonuses | Compensation | Compensation | Last Year | Compensation
i (a) ® {© (@ e @ (g
1
2 iA
3
4
5
6 | Totals (Sum L.1to L.5)

PAGE 32



Company Name: Souwthern Montana Telephone Company

Montana Compeosite Statistics

SCHEDULE 29

Year: 2008

Line Account
No No. Description Amount
' (a) (b
1 Plant (Intrastate Oniy) (006 Omitted)
2 2001 Plant in Service
3 | 2003 - 2004 Construction Work in Progress
4 2005 Plant Acquisition Adjustments
5 2002 Plant Held for Future Use
6 1220 Materials & Supplies N/A
7 (Less):
3 1 3100 - 3400 Depreciation & Amortization Reserves
9 4360.2 Contributions in Aid of Censtruction
10 NET BOOK COSTS
11 Revenues & Expenses (Intrastate Only) (600 Omitted)
12 | 5000 - 5300 Operating Revenues
13 6560 Depreciation & Amortization Expenses
14 Federal & State Income Taxes
15 Other Taxes
16 Other Operating Expenses
17 TOTAL Operating Expenses
18 Net Operating Income
19 Other Income
20 Other Deductions
21 NET INCOME
22 Access Lines in Service (Intrastate Only)
23 Residential Access Lines
24 Business Access Lines
25 PBX Access Lines
26 Other Access Lines
27 Total Number of Access Lines
28 Average Number of Calls Per Access Line
29 Local Calls
30 Toll Calls (Intra- or Interstate)
31 Tetai Nember of Calls Per Access Line
{Total of Line 29 & Line 30 divided by Line 27)
32 Other Statistics (Intrastate Only)
33 Average Residential Monthly Biil
34 Gross Plant Investment per Access Line
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Company Name: Sonthern Montana Velephone Company

Depreciation - Montana Intrastate Regulated

SCHEDULE 36

Year: 2008

Composite Total
Line Acct Description Rate Expense
No No. % £
(a) () (c) (d)
1 2112  {Motor Vehicles 33.0%
2 2114 {Special Purpose Vehicles
3 2115  |Garage Work Equipment
4 2116 |Other work Equipment 13.4%
5 2121 |Buldings 4.2% 26,514
6 2122  jFurniture
71 2123.1  |Office Support Equipment i1.7% 3,061
8{ 21232 |Company Communications Equipment 9.3%
9 2124 |General Purpose Computers 28.0% 6,431
10 2211 |Analog Electronic Switching Equipment
11 2212 |Digital Electronic Switching Equipment G.0% 279,366
12 2215 |Step By Step Switching Equipment
13 2215  |Crossbar Switching Equipment
14 2220 |Operator System
15 2231 |Radio Systems
16 2232 |Cireuit DDS
17 2232  Carcuit Digital
18 2232 |Circuit Analog
19 2351 |Public Telephone Terminating Equipment
20 2362 |Other Terminal Equipment
21 2411 jPoles
22 2421  JAerial Cable Metallic
23 2421 1Aerial Cable Nonmetallic
24 2422  (Underground Cable Metallic
25 2422 |[Underground Cable Nonmetaliic
26 2425  |Buried Cable Metallic 5.0% 205,937
27 2423  |Buried Cable Nonmetallic 30% 154 483
28 2424 iSubmarine Cable Metallic
29 2424 |Submarine Cable Nonmetallic
30 2426 |Intrabuilding Network Cable Metallic
31 2426  {ntrabuilding Network Cable Nonmetallic
32 2431 tAerial Wire 5.0% 1,669
33 2441  |Conduit Systems
34
35 COMPOSITE TOTAL
36
37 Please list the Montana Public Service Commssion Docket Order No. approving these depreciation rates
38
39 Docket Number Order Number
40
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Company Name: Southern Montana Telephone Company SCHEDULE 30a

Amortization - Montana Intrastate Regulated Year: 2008
Composite Total
Acct Description Rate Expense
No. % $

(@) (b) (c) {d)

r(
Z g
<

N/A

L [ R U

L3 LD Lo L R BRI B RO BRI R B B BD R mm mm et e e e b ek e
U3 LD e 5 D 08 1 On L B LD B = D W 00 =t O Lh b Wb — D

W L
L b

COMPOSITE TOTAL

Lo
N

371  Please Hst the Montana Public Service Commission Docket Order No. approving these amortization rates
38
39 Docket Number Order Number
40
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Company Neme: Souwthern Montana Telepbone Company

Montana Regulatory Capital Structure & Costs

SCHEDULE 31

Year: 2008

Line Weighted
No Description % Cap. Str. % Cost Rate Cost
' (a) )] ©) @
Commission Accepied - Most Recent
1 |Docket Number
2 |Order Number
3
4 [Common Equity
5 |Preferred Stock
6 |Long Term Debt
7 1Other
8 |Total
9
10 Actual at Year End
11
12 |Common Equity
13 {Preferred Stock
14 jLong Term Debt
15 {Other
16 |Total
Company Name: Southern Memt: SCHEDULE 32
Network Access - Charges and Revenues Year: 2008
Access Aceess
Li Charges Revenues
ane - . .
No Description Paid Received
i (a) Q) ()
1|Montana - Total State 463222
2
3|Montana - Intrastate 463222
4
5|Montana - Intrastate Regulated 463222
6
7
8
9
10
il
12

13

PAGE 35
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Cempany MName: Southern Montana Telephone Company

Montana Intrastate Regulated Earned Rate of Return

SCHEDULE 35

Year: 2008

Line Description This Last Percent
No Rate Base Year Year Change
(&) (b) {c) @)
1
21 2001 Plant in Service
3| 2002 Prop. Held for Future Telecommunications Use
413100-3200 (Less) Accumulated Depreciation
5 Plant in Service
6
7 Additions
8] 1220 Materials & Supplies
S 1280 Prepayments
10 Other Additions
it TOTAL Additions
12
13 Deductions
141 4100 Current Deferred Operating Income Taxes
15{ 4320 Unamortized Operating Investment Tax Credits
16 4340 Noncurrent Deferred Operating Income Taxes
17 Customer Advances for Construction
18 Other Deductions
19 TOTAL Deductions
20 TOGTAL Rate Base
21
22 Net Earnings
23
24|  Rate of Return on Average Rate Base
25
26| Rate of Return on Average Equity
27
28|Major Normalizing Adjustraents & Commission

[l
O

30
31
32
33
34
35
36

-
3

38
39
40
41
42
43
44
45

Ratemaking adjustments to Utility Operations

Adjusted Raie of Return on Average Rate Base

Adjusted Rate of Return on Average Equity

PAGE 38



Company Wame: Sonthern Montana Telephone Conmipany

SCHEDULE 36

Other Taxes Paid Year: 2008
Line Description Last Year This Year
No. (a) ) {©)
1|{Montana Telephone Company License Tax 572
2|Montana Public Service Commission Tax 2077
3|Montana Consumer Counsel Tax 938
41911 Emergency Telephone Fee
5{Montana Telecommunications Access Service (TDID)
61Montana Corporate License Tax
7|Personal Property Tax
8|Real Property Tax 59772
9
10
11
12|Total 63359
SCHEDULE 37
Universal Service Funds Received Year: 2008
Line Description Last Year This Year
No. @ (b} _(©
13{Funds recetved from Montana Sources
14{Funds received from Federal Sources 498063
15
16
17
18
19
20
21
22
3
24:Total 498063
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AKT v

Personal. Logal, Global.

&1 R4 680 Hawthorne Avenue SE, #1449, Salem, OR 97301-0041
phone 503.585.7774 fax 503.364.8405

INDEPENDENT AUGITORS’ REPORT

To the Board of Directors
Southern Montana Telephone Company
Wisdom, Montana

We have audited the accompanying balance sheets of Southern Montana Telephone Company (the Company) as
of December 31, 2008, and the related statements of income, changes in stockholders’ equity, and cash flows for
the vear then ended. These financial statements are the responsibility of the Company's management. Our
responsibility is tc express an opinion on these financial statements based on our audit. The financial statements
of Southern Montana Telephone Company, as of December 31, 2007, were audited by other auditors, whose
report dated March 18, 2008, expressed an unquaiified opinion on those statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicabie to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States of America. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Southern Montana Telephone Company as of December 31, 2008, and the resulis of their operations
and their cash flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated April 22, 2009 on our
consideration of Southern Montana Telephone Company’s internal control over financial reporting and our tests of
its compliance with laws, regulations, contracts, and grants. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the resuits of that testing and not to
provide an opinion on the internal control over financial reporting or on compliance. That reporting is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit,

AKTLLP

Salem, Oregon
April 22, 2009



SOUTHERN MONTANA TELEPHONE COMPANY
Balance Sheets
December 31, 2008 and 2007

ASSETS 2008 2007
Current Assets:
Cash and cash equivalents $ 1.806514 $ 1,889,500
Marketable securities - 40,000
Accounts receivable, less allowance for doubtful
accounts of $16,057 ($20,266 in 2007) 283,129 363,755
Materials and supplies 683,625 63,538
Prepaid expenses 28,048 4,900
Total Current Assets 2,181,316 2,361,693
Cther investments 352,501 351.067

Property, Plant, and Equipment:

In-service 12,475,685 11,180,524
Under construction 2,013,665 367,366
14,489,350 11,547,890

Less accumutated depreciation 6,642 614 5,971,996
Property, Plant, and Equipment, net 7,846,736 5,575,804

$ 10,380553 § 8,288,654

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Current portion of long-term debt % 282221 % 304,936
Accounts payable 68,662 129,539
Advance billing and customer deposits 16,076 27,663
Accrued expenses 388,253 192,833
Total Current Liabilities 755,212 654,971
Long-Term Debt 5,945 186 3,738,976

Stockholders' Equity:
Common stock, $10 par value, 2,703 shares authorized and

610 shares issued and outstanding 6,100 6,100
Paid-in capitai 3,280 3,290
Retained earnings 3,670,765 3,885,317

Total Stockholders' Equity 3,680,155 3,884,707

$ 10,380,553 $ 8,288,654

See accompanying notes to consolidated financial statements.



SOUTHERN MONTANA TELEPHONE COMPANY

Statements of iIncome
Years Ended December 31, 2008 and 2007

Operating Revenues:
Local network
Interstaie access
Intrastate access
Misceilaneous

Total Cperating Revenues

Operating Expenses:
Plant specific operations
Plant nonspecific operations
Customer
Corporate
Depreciation and amortization
Ciher operating taxes
Nonregulated, net

Total Operating Expenses
Operating Income
Other Income (Expense):

Other Income {(Expense)
Aliowance for funds used during construction

Total Other Income (Expense)

Income Available for Fixed Charges

Fixed Charges - Interest on Long-Term Debt

Net Income (Loss)

See accompanying notes to consolidated financial statements.

$

2008 2007
178,843 % 186,274
1,919,946 1,736,981
470,849 405,697
5,366 3,772
2,575,104 2,332,724
407,189 483,618
180,703 299,760
67,635 53,034
874,999 586,597
675,903 597,798
63,359 46,986
135,554 71,649
2,405,322 2,139,442
169,782 193,282
(93,827) 97,410
39,674 15,248
(54,153) 112,658
115,629 305,940
189,695 91,589
(74,068) $ 214,351




SOUTHERN MONTANA TELEPHONE COMPANY
Statements of Changes in Stockholders' Equity
Years Ended December 31, 2008 and 2007

Accumuiated

Capital Stock Other
Shares Paid-in Retained Comprehensive
fssued Ameount Capital Eamings income Total
Balance, December 31, 2006 610 3 6,100 $ 3290 §$ 3810506 $ (10,605) $ 3,808,291
Change in unrealized loss on
available for sale securities - - - - 26,100 26,100
Reclassification adjustment - - - - (15,495) (15,485)
Distributions - - - (139,540) - (139,540)
Net income - - - 214,351 - 214,351
Balance, December 31, 2007 610 §,100 3,290 3,885,317 - 3,894,707
Distributions - - - {140,486) - (140,486)
Net loss - - - (74,066) - (74,066)
Balance, December 31, 2008 610 § 6,100 $ 3,280 3670765 § - % 3,680,155

See accompanying nofes to consolidated financial statements. 4



SOUTHERN MONTANA TELEPHCNE COMPANY

Statements of Cash Flows
Years Ended December 31, 2008 and 2007

Cash Flows from Operating Activities:
Net income (loss)
Adjustments to reconcile net income {loss) fo net cash
provided by operating activities:
Depreciation and amortization
Patronage capital credits, noncash
Reaiized {gain) loss con sale of marketable securities
Changes in asseis and liabilities:
Accounis receivable
Materials and supplies
Prepaid expenses
Accounts payable
Advance billing and customer deposits
Accrued expenses

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities:
Capital expenditures
Purchase of other investments
Proceads from sale of marketable securities and investments

Net Cash Used by Investing Activities
Cash Flows from Financing Activities:
Proceeds from long-term debt
Payments on long-ferm debt

Equily distributions

Net Cash Provided by Financing Aclivities

Net Increase {Decrease) in Cash and Cash Equivalents

Cash and Cash Eguivalents, beginning
Cash and Cash Equivalents, ending

Cash Paid During the Year for interest, net of amount capitalized

See accompanying notes to consolidated financial statements.

$

2008 2007

{74.066) % 214,351
675,903 597,798
- (16,668)
- (15,495)

80,626 28,254
(87) (7,111)
(23,148) 1,792
(60,877) (150,556)
(11,587) (9,495)
195,420 (5,299)
782,184 637,571
(2,946,745) (2,733,712)
- (1,191,482)

38,566 1,441,497
(2,908,179) (2,483,697)
2,413,081 3,380,129
(229,566) (1,118,880)
{140,486) (139,540)
2,043,009 2,121,709
(82,986} 275,583
1,889,500 1,613,917
1,808,514 $ 1,889,500
150,021 76,341




SOUTHERN MONTANA TELEPHONE COMPANY

Notes to Financial Statements
Years Ended December 31, 2008 and 2007

Note 1 - Organization and Summary of Significant Accounting Policies

QOrganization
Southern Montana Telephone Company {the Company) is a local exchange carrier (LEC) providing local

telephone service, Intemet access, and long-distance telecommunications services. The Company serves
commercial and residential customers in the southwestern Montana exchanges of Divide, Grant, Jackson, Wisdom,
and Wise River.

Reguiation
The Company is subject to limited regulation by the Public Utility Commission of Montana (PUC). The Company

maintains its accounting records in accordance with the Uniform System of Accounts, as prescribed by the Federal
Communications Commission (FCC), and adopted by the PUC. Regulatory actions currently pending, as well as
future regulations, could have a significant impact on the Company’s operations and financial condition.

Cash and Cash Equivalents
The Company considers cash investments with an original maturity of 3 months or less to be cash equivalents.

The Company maintains its cash in bank deposit accounts that, at times, may exceed federally insured iimits.
Section 136 of the Emergency Economic Stabilization Act of 2008 temporarily increased FDIC deposit insurance
limits from $100,000 to $250,000 until December 31, 2009. Further, the Company’s bank participates in the
FDIC’s Temporary Liquidity Guarantee Program, whereby all non-interest bearing accounts are fully insured. The
Company aiso has cash equivalents in money market funds through brokerage accounts that are fully insured
through the U.S Treasury’s Temporary Guarantee Program for Money Market Funds. As such, there are no
uninsured balances at December 31, 2008.

Accounts Receivable

The Company extends credit to its customers. Receivables are written off when the Company determines an
account is uncolleciible. Past due status is determined based on how recently the payment has been received.
Credit risk associated with receivabies is periodically reviewed by management and, if required, an allowance for
doubtful accounts is established.

Estimates

The Company uses estimates and assumptions in preparing financial statements in accordance with accounting
principles generally accepted in the United States of America. Those estimates and assumptions affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the reported
revenues and expenses.

Income Taxes

The Company is designated as an S corporation under the Internal Revenue Code. As an S corporation,
earnings and losses are included in the income tax retumns of the stockholders and taxed at the stockholder level.
Accoerdingly, the Company does not incur additional income tax obligations, and financial statements do not
include a provision for income faxes.

Materials and Supplies
Materials and supplies are stated at the lower of cost or market. Cost is determined principally by the average

cost method.

Property, Plant. and Eguipment

Telecommunications plant in service and under construction is stated at cost, including estimated overhead
expense. Depreciation is calculated on a siraight-line basis over the estimated life of the classes of buildings and
equipment in accordance with rates consistent with industry standards. Depreciation rates range from 4.2% to
33.3%. Costs of plant refired are eliminated from telecommunications plant accounts and such costs plus
removal expenses, less salvage, are charged to depreciation.




SCUTHERN MONTANA TELEPHONE COMPANY

Notes {o Financial Statements
Years Ended December 31, 2008 and 2007

Note 1 - Organization and Summary of Significant Accounting Policies, continued

Property, Plant, and Equipment, centinued

The Company follows the policy of capitalizing interest as a component of the cost of property, plant, and
equipment constructed for its own use. In 2008, total interest incurred was $189,695 ($91,588 in 2007), $39,674
of which was capitalized in 2008 ($15,248 in 2007).

Nonreguilated Services
The Company accounts for its nonregulated activities as foilows:

Nonregulaied activities involving the joint use of regulated assets are accounted for within the prescribed
regulated system of accounts for telephone company operations. These activities include directory services, long
distance services, and other income items incidental to the provision of regulated telephone services.

Nonregulated activities not involving the joint use of regulated assets are accounted for separately from regulated
activities. Operating revenues and the related expenses are separately presented as nonregulated revenues and
expenses. These activities include Internet and payphone services.

Comprehensive income

The Company follows SFAS Statement No. 130, Reporting Comprehensive Income. The purpose of reporting
comprehensive income is to report all changes in equity of an enterprise that result from recognized transactions
and other economic events of the period other than fransactions with owners in their capacity as owners.

Network Access Revenues

Network access revenue for intralata and interlata toll service is received under a system of access charges.
Access charges represent a methodelogy by which lecal telephone companies, including the Company, charge
the long distance carrier for access and interconnection to local facilities. The Company follows an access tariff
filed with the PUC and FCC for these charges.

When netwoark access revenues have been received pursuant to the settlement and access agreements above,
they are divided into traffic sensitive, nontraffic sensitive, and billing and collecting portions. The revenues are
then either placed intc 2 common pocling arrangement with other exchange carriers for redistribution or kept by
the Company. The redistributions are made according to formulas established by the governing boards of the
poois and are generally based upon expenses incurred and investment maintained. The Company participates in
pooling arrangements with the National Exchange Carrier Association (NECA).

Setflement, access, and pool distribution revenues are recorded when the amounts become determinable.
Related expenses are recorded when incurred. Subsequent true-ups and retroactive adjustments, which are
generally allowed for a period of 24 months after the close of the related calendar years (NECA only), are
recorded in the year in which such adjustments become determinable, based upcn studies by an outside
consuttant.

In addition 1o recoveries from NECA, the Company also receives revenues from the Universal Service High Cost
Loop Fund administered by the Universal Service Administration Company (USAC). Amounts received from
USAC are the result of having costs in excess of the national average as determined by the FCC and are includad
in network access revenues in the accompanying financial statements. In 2008, the Company received $442,872
from the USAC High Cost Loop Fund {$284.658 in 2007).

The ability of NECA and USAC to provide these revenues to the Company and similar organizations is dependent
upon reguiatory and legislative rules which provide for the continuance of rate of return regulation and universal
service support. Any regulatory or legislative change, which reduces the rate of return or the universal service
support, may have a material impact on the Company.



SCUTHERN MONTANA TELEPHONE COMPANY

Notes fo Financial Statements
Years Ended December 31, 2008 and 2007

Note 2 - Property, Plant, and Equipment

Listed below are the major classes of property, plant, and equipment in service:

2008 2007
Telecommunications:
Land and support $ 1,522.290 $ 1,498,135
Centra! office 3,114,087 2,768,925
Cable and wire facilities 7,839,308 6,913,464
Total Telecommunications: $ 12,475,685 $ 11,180,524

Note 3 - Investments in Debt and Marketable Equity Securities

SFAS Statement No. 115, Accounting for Certain Invesiments in Debt and Equity Securities, requires classifying
investments in markétable securities into one or more of three categories: heid to maturity, available for sale, or
trading, based upon the Company’s ability and intent to hold the investment to maturity.

At December 31, 2007, the Company had $40,000 of debi securities categorized as held to maturity and reported
at cost, which approximated fair value. In 2008, the Company had proceeds from the sale of the debt securities of
$40,000.

Note 4 - Investments in Nonaffiliates

Investments in nonaffiliates consist of the following assets at December 31:

2008 2007
Vision Net, Inc. $ 279,861 $ 279,661
Other investments 32,501 30,859
RTFC 2.802 3,010
Artwork 31,547 31,547
Other Office Décor 5720 5790
$ _ 352501 $ _351.087

Vision Net, Inc. provides advanced voice, data, and video services and is owned by Montang's independent
telephone companies allowing them to interconnect a digital fiber network serving urban and rural communities
throughout the state. The investment is maintained on the cost methoed of accounting.

Note 5 - Long-Term Debt

Long-term debi consists of the following:

2008 2007
2.00% notes payable to the Rural Utilities Service, payable in monthly
instaliments of $42,406, principal and interest, collateralized by substantially all
real and personal property, due 2016 through 2023. $ 1,180,468 $1,338,732
4634 to 4.88% mortgage notes payable to the Rural Utilities Service,
payable in monthly installments of $9,889, principal and interest,
collateralized by substantially all real and personal property, due in 2028, 2,480,134 2,480,129
2.692-4.58% notes payable to Rural Utilities Service, interest only through
June 2010, then payable in monthly instaliments of $14,690, collateralized
by substantially ali real and personal property, due in 2026, 2.413.061 -
Carried forward $ 6,083,663 $ 3,818,861
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Note 5 - Long-Term Debt, continued

2008 2007

Brought forward $ 6,083,663 $ 3,818,861
7.50% note payable to Michelle Heiming, a former stockholder and related
party of the Company, payable in monthly installments of $7,893.60,

principal and interest, due in Juily of 2010. 143,744 225051

6,227,407 4,043,912

Less current portion 282,221 304,936

$ 5,945,186 $ 3,738,976

The terms of the debt agreements contain restrictions on the declaration or payment of cash dividends,
redemption of capital stock, and the maintenance of a minimum times interest earned ratio. Management
believes the Company to be in compliance with these covenants at December 31, 2008.

At December 31, 2008, the Company had $6,341,810 in unadvanced authorized loan funds from the Rural Utilities
Services (38,754,871 at December 31, 2007).

Future maturities of long-term debt are as follows:

2009 $ 282,221
2010 335,397
2011 373,565
2012 386,547
2013 400,045
Thereafter 4,449 632

Note § « Retirement Plans

The Company participates in a qualified multi-employer, non contributory, defined benefit plan (the Plan)
administered by the Retirement and Security Program of the National Telecommunications Cooperative
Association (NTCA), which covers all full-time eligible empioyees, and contributes 12% of each eligible
employee’s annual salary to the Plan. Pension costs include current service costs that are accrued and funded
on a current basis. Total pension plan charges, including amounts charged to construction, were $80,004 in 2008
{$76,888 in 2007).

The Company aiso participates in a contributory, multi-employer, defined contribution plan administered by NTCA,
which covers all full-time employees. Employees are required to contribute a minimum of 2% of their annual
salary to participate in the plan. Employer contributions are 5% of eligible salaries paid. Employer contributions
to the plan were $24,217 in 2008 ($27,757 in 2007).

Note 7 - Workers’ Compensation

The Company is a member of the Montana Electric and Telephone Systems Self-Insured Workers' Compensation
Pool {the Fool). The Pool covers potential liability for workers' compensation and occupational disease to
employees and dependents of deceased employees of all members in the Pool. The Company is jointly and
severally liable with the other members for the full amount of all known and unknown claims.
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Note 8 - Related Party Transactions

The Company leases its office building from Robert G. Helming, stockholder, officer, and director of the Company.
The lease calls for monthly payments of $2,200 through December 31, 2011. Subsequent to December 31, 2008
the Company entered into a new agreement with Robert Helming, which calis for menthly payments of $3,160
effective April 2009.

Following is a summary of minimum rental payments under the lease for the years subsequent to December 31,
2008:

2009 335,400
2010 37,200
2011 37,200
20z 37,200
2013 37,200

Total rental expense under the lease listed above was approximately $26,400 for the years ended December 31,
2008 and 2007.

Note 9 - Commitments

The Company has executed several contracts for construction projects. The amounts unpaid against these
commitments at December 31, 2008 were $282,277 ($360,660 at December 31, 2007).

Note 10 - Reclassifications

Certain accounts in the 2007 financial statements have been reclassified to conform to the presentation in the
2008 financial statements. Such reclassifications have ne effect on net income.
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